
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

0 I n  the  Matter of: 

THE JOINT APPLICATION OF THE DREES 1 
COMPANY AND MCKNIGHT UTILITIES, Z N C . ,  ) 
TO SELL AND PURCKASE RESPECTIVELY ) CASE NO. 8198 
THE ASSETS OF THE DREES COMPANY 1 

O R D E R  

On August LO, 1982, a pub l i c  hear ing  was held  a t  t h e  Commis- 

s i o n ' s  o f f i c e s  i n  Frankfor t ,  Kentucky, f o r  t he  purpose of in- 

qu i r ing  i n t o  t h e  present  opera t ions  of t he  Oak Brook San i t a t ion  

Company or McKnight Utilities, Inc. A t  the hear ing ,  allegations 

were made of improper conduct by a t to rneys  i n  t h i s  m a t t e r .  Such 

allegations should be addressed to t h e  Kentucky Bar Associat ion,  

not to this Commission. 

In  1979 the Drees Company en tered  i n t o  a c o n t r a c t  with 

Pa t r l ck  McKnLght, d/b/a/ McKnight U t i l i t i e s ,  Inc. ,  for t h e  opera- 

t i on  of a sewage t r e s t m e n t  p l a n t  owned by t he  Drees Company 

( " D r e e s " )  and serv ing  the  Oak Brook subdfvislon i n  nor thern  

Kentucky. The PSC cer t i fLca ted  McKnight UtLlitLes as t he  oper- 

a t o r  of t h l s  u t i l i t y  i n  1979 (PSC C a s e  No. 7 5 8 5 3 ,  and Mr. 

McKnight appears t o  have operated the  p l a n t  s a t i s f a c t o r i l y  u n t i l  

a series of personal  problems overtook h l m  beginning i n  1980. A t  

that t l m e ,  Mr. McKnight declared personal  bankruptcy and was 



beset by a series of i l l n e s s e s .  The treatment plant: operated by 

McKnight Utilities ("McKnight") was designed to serve a maximum 

of 1700 residential customers, but  at present  i t  se rves  only 

about 350 customers producing annual revenues of approximately 

$ 3 5 , 0 0 0 .  McKnight has not  had a rate Increase s ince  the  p l a n t ' s  

incept ion and has, i n s t ead ,  received a rate reduct ion a t  t h e  

behest  of the Drees Company. While McKnight has continued t o  

c o l l e c t  payment from the monthly b i l l i n g ,  t h e  utllity gradually 

f e l l  behind i n  t h e  payment of i ts  opera t ing  cos t s .  As a r e s u l t ,  

McKnLght used the s e c u r i t y  depos i t s  of the customers as opera t ing  

revenue and f a i l e d  t o  p lace  any funds i n  escrow w i t h  the Citizens 

National Bank 8s required by t he  terms of t he  t h l r d  party bene- 

ficiary agreement between McKnight and t h e  bank. 

On October 26, 1981, the Union L€ght, Heat and Power Company 

("Union Light") terminated e lec t r ic  se rv ice  t o  the  treatment 

plant for non-payment of approximately $2,800 i n  back b i l l e .  The 

electr ic  service w a s  r e s to red  t h e  same day after Drees paid  Unlon 

Light $1500. On March 19 ,  1982, Union Light again c u t  off t h e  

plant's e l e c t r i c i t y  for non-payment, and the power remained off 

for four daya. Service was ree tored  when McKnight paid Union 

Light $1,000 and signed an agreement to pay $1562 monthly to both 

retire the  back b i l l  and remain cu r ren t  on f u t u r e  b l l l s .  McKnight 

failed to make theee paymente and on July 2 6 ,  1962, Union Light 

again terminated e l ec t r i c  service t o  the t r e a t m e n t  p l an t .  T h e  
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power was off f o r  t h r e e  days and w a s  r e s to red  only a f t e r  t h e  PSC 

had made a personal  reques t  t o  Union Light.  I n  August, 1982, t h e  

Boone County Water Distr ic t  terminated water s e r v i c e  t o  McKnight 

for the second time f o r  f a i l u r e  t o  pay p a s t  due bills. As of 

t h i s  d a t e ,  t he  t reatment  p l a n t  i s  s t i l l  without water. 

The ope ra to r ' s  l i c e n s e  of McKnight Uti l i t ies  has expired 

and McKnight has f a i l e d  t o  renew it. McKnZght h a s  a l s o  f a i l e d  

to file i ts  annual r epor t  f o r  1981 w i t h  t h i s  Commission. Through- 

out  t h i s  per iod ,  McKnight has continued t o  pay hlrnself a salary 

from the u t i l i t y ' s  revenues. There p re sen t ly  e x i s t s  approxlmate- 

l y  $700 i n  t h e  checking account of the  u t i l i t y .  McKnight stopped 

operat ing t h e  p l a n t  t h r e e  weeks ago and has s ta ted  t h a t  he w i l l  

no t  r e t u r n  t o  the  d a i l y  opera t ion  of t he  p l a n t  u n t i l  t h e  Drees 

Company conveys t o  him t h e  t i t l e  t o  t h e  p l an t .  

has ind ica ted  t h a t  i t  will n o t  deed t h e  p l a n t  t o  McKnight due t o  

h i s  f a i l u r e  t o  s a t i s f a c t o r i l y  opera te  the  p l an t .  

The Drees Company 

I n  March, 1981, McKnlght and Drees j o i n t l y  pe t i t i oned  the  

PSC f o r  a u t h o r i t y  to convey the  ownership of tne p l a n t  from Drees 

to McKnlght. After several poatponemente of the  hearfng due i n  

part  t o  the  I l l n e s s  of Mr. McKnight, the PSC i n  March, 1982, 

approved t h i s  sale and t r a n s f e r ,  but  as of this d a t e  such sale 

and t r a n s f e r  have not  been consummated. Thus, throughout the 

e n t i r e  period of t he  t r e a t m e n t  plant's ea ie tence  D r e e s  hae been 

i ts  owner. As such, i t  had a cont inuing r e s p o n s i b i l i t y  t o  insure  
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that its customers, many of whom had purchased their residences 

from it, were provided with adequate service whether or n o t  it 

chose to do so through an agent. As owner of the plant, Dreee 

selected McKnight to be the operator of the plant at the time it 

was originally constructed by Drees. Whether McKnight is con- 

sidered an employee or independent contractor for Drees, thei- 

relationship was a contractual one and could have been terminated 

or otherwise modified when Drees knew or should have known that 

McKnight was not performing satisfactorily. In this regard, the 

Commission believes the following facts are important to our 

conclusion as to who should bear the responsibility for the 

present operation of the treatment plant: 

(a) Drees confirmed its special responsibilities as owner 

of the plant when it p a i d  the $1500 to Union Light to have the 

electricity restored to the treatment plant. This also  caused 

Union Light to believe that Drees stood behind the obligations of 

McKnight . 
(b) While Drees should have been on notice that there were 

eerious problems with continuing to allow McKnight to operate the 

plant after the electricity was first shut off in October, 1981, 

Drees nevertheless tacitly approved McKnight's deficiencies by 

routinely continuing to pay the sewer charge for the properties 

it owns i n  the Oak Brook subdlvislon. Drees made such payments 

to McKnight in March, April, May, June and July, 1982, for a 

total of approximately $7,000. This 1s almost the amount PicKnight 
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was de fnquent to Union ight .  Drees ahould c l e a r l y  have made an 

inves t iga t ion  as t o  what McKnight was doing with t h i s  money and 

have sought an arrangement w i t h  McKnFght for payment of i ts  money 

d i r e c t l y  t o  Union Light so as t o  remain cur ren t  i n  the  p l a n t ' s  

electrfc b i l l .  T h i s  would have avoided the  shut  down of the  

p l a n t  i n  J u l y ,  1982,  with i t s  a t tendant  hea l th  hazards.  

(c) Drees a l s o  apparent ly  never made any inves t iga t ion  as 

t o  how McKnfght w a s  using the  s e c u r i t y  deposi ts  Drees had ob- 

ta ined from t h e  customers and these funds have now been d i s -  

s ipa ted  by McKnight. 

Based upon these f a c t s  as adduced from the  ev ident ia ry  

record herein, the  Commlseion makes t h e  followlng f indings and 

conclusions of law: 

1. WhtLe t h e  Commission sympathizes with the personal 

problems of M r .  McKnLght, it must nevertheless  adhere t o  its 

l e g i s l a t i v e  mandate and put the  i n t e r e s t s  of the  consumers of the  

Oak Brook subdivlslon f i r s t .  M r .  McKnight has t e s t i f i e d  t h a t  he 

w i l l  n o t  r e tu rn  t o  the  d a i l y  operation of t h e  treatment p l an t  

u n t i l  Drees t r a n s f e r s  the ownership of the  p l an t  t o  him. The 

Cmmiesion c l e a r l y  cannot countenance such a b l a t a n t  dieregard of 

the publ ic  i n t e r e s t  over c.. p r l v a t e  dispute .  Accordingly, and 

also f o r  t he  o ther  delinquencies previously set ou t ,  th€s Commis- 

sion has no choice but t o  revoke the  c e r t i f i c a t e  of McKnight 

U t l l b t l e s ,  Inc. ,  and remove McKnFght as operator of t he  u t i l i t y .  
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2. As the owner of the sewage treatment plant, Drees has 

apecial responsibilities to insure that the purchasers of its 

properties who become customers of the plant are provided with 

adequate sewage disposal service. This responsibility extends to 

overseeing any operator Drees may choose to operate the plant for 

it. The evidence in this record establishes that Drees has 

failed to exercise proper oversight of McKnight's operation of 

the plant. Accordingly, the Commission finds that Drees should 

now take over the dally operation of the treatment plant and 

immediately install a new operator of its choice to insure that 

the plant is functioning adequately. Such operator should have a 

license from the Kentucky Department of Natural Resources' Divi- 

sion of Water. Moreover, as a condition to continuing to receive 

electrical service from Union Light, Drees should immedlately 

provide full payment of the back bill to Union Light or negotiate 

a partial payment plan with that  utility for retirement of this 

debt. Drees shall then be subrogated to Union's rights for 

payment against McKnLght. 

Based upon the above-recited findings and being advieed, the 

Commission HEREBY ORDERS that the certificate granted to McKnight 

Utilities, Inc., for the operation of the Oak Brook sewage treat- 

ment plant is hereby revoked. 

The Cornmiasion FURTHER ORDERS that the Drees Company ehall 

take over the daily operation of the plant and Immediately in- 

s t a l l  a liceneed operator to ineure that the plant ie adequately 

maintained in the future. 
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I t  ie FURTHER ORDERED that the Drees Company ahall  immedi- 

ately make f u l l  payment to  the Union Light, Heat and Power Com- 

pany of the t o t a l  indebtedness of the treatment plant to that 

u t i l i t y  as of the date of t h i s  Order, or negotiate a partial 

payment plan with the utility. 

It is FURTHER ORDERED that McKnight Util i t ies  shall immedi- 

ately turn over all a s s e t s  of the Oak Brook Sanitation Company, 

including a l l  accounts reeeivsble, t o  the Drees Company. 

It is  FURTHER ORDERED that a l l  customers of the Oakbrook 

Sanitation Company s h a l l  pay a11 present and future b i l l e  for 

sewage service to the Drees Company. 

Done at Frankfort, Kentucky, this 13th day of August, 1982. 

PUBLIC SERVICE COMMISSION 

Chairman W 

ATTEST : 

Secretary 


